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PAKISTAN: Key Economic Indicators 
(All Years are Pakistan Fiscal Years [PFY] 
July 1 through June 30) 
Change 
PFY 83 PFY 84 Over PFY 85 
(Actual) (Actual) PFY 83 (Estimate) 


Gross National Product(Rs Million) 368,190 416,198 3 470,254 
Population (Millions) 89.12 91.88 94.73 
GNP Per Capita (Rupees) 4,131 4,530 9 4,964 
Exchange Rate (Year Average) 12.70 13.48 -6 15.06 
(US $1 = X Rupees) 


Annual Real Growth Rates (Percent) 
- (PFY 1959-60 Factor Cost) 

Gross National Product 

Gross Domestic Product 
Agriculture 

Manufacturing 

Services 

Public Admin and Defense 


Sectoral Share in Current GDP (Percent) 

Agriculture 27.3 
Manufacturing 19.8 
Services 45.1 
Public Admin and Defense 7.8 


Expenditure and Savings Ratios 
Consumpt ion/GNP 


Gross Domestic Investment/GNP 
Gross Domestic Savings/GDP 
GDS/Gross Domestic Investment 
Gross National Savings/GNP 


Public Finance (Rupees Million) 

Revenue 59,181 73,167 23.6 79,974 
Autonomous Bodies (Net) 2,286 2,565 12.2 2,640 
Expenditures 87,121 101,086 16.0 109,870 
--Current (59,686) (73,631) (23.4) (78,080) 
--Development (27,435) (27,455) (NEGL) (31,790) 
Overall Deficit -25,654 -25,354 -1.1 27,256 
Financing 25,654 25,354 -1.1 27,256 
--External (Net) 5,162 6,018 16.6 6,779 
--Domestic NonBank 14,368 11,470 -20.2 14,658 
--Banking System 6,124 7,866 28.4 5,819 


Price Indices (PFY 76=100) 
--Consumer (Year-End) 183.67 199.02 212.95 
--Wholesale (Year-End) 182.27 201.38 10.5 212.48 


Balance of Payments (Million Dollars) 
Trade Balance -2,989 -3,334 E2s5 -3,563 
--Exports, F.0O.B. 2,627 2,668 1.6 2,700 
(To U.S.) (163) (242) (48.5) (267) 
--Imports, F.O.B. -5,616 -6,002 6.9 -6,263 
-(From U.S.) (-521) (-649) 24.6) (-639) 
Invisibles (Net) 2,435 2,306 -5.3 1,970 
--Of which: Remittances (2,886) (2,737) (-5.2) (2,450) 
Current Account Balance -554 -1,028 85.6 -1,593 
Gross Aid Disbursements 3,361 1,234 -5.1 1,369 
Basic Balance 722 -146 -120.2 -615 
Change in Reserves 1,111 -113 -708 
Total Reserves (End June) 1,644 1,731 -5.9 1,023 
--(In weeks of Imports) (17.1) (15) (8.5) 
Debt Service Ratio 13.3 14.4 17.9/1 


/1 Includes service on US military assistance debt payable beginning in FY 
1985 for the first time. 


Sources: Annual Report 1983/84 State Bank of Pakistan, World Bank 
projections and Embassy estimates. 





SUMMARY 


Although the Pakistani economy experienced sluggish growth in Pakistan 
Fiscal Year (PFY) 1984 (July 1, 1983 - June 30, 1984), economic recovery is 
expected in PFY 1985. Based by and large on record or near-record cotton, 
wheat, and rice crops as well as on an expected sharp upturn in industrial 
production, the Government is projecting GDP growth at 8.4 percent or higher 
in the current year. An unexpected shortfall in the wheat harvest may lower 
this projection somewhat, however. There is also uncertainty regarding the 
country's balance of payments position. Export receipts have fallen below 
targets and a further decline in remittances from emigrant workers clouds 
the payments outlook. The projected drawdown in reserves would leave 
Pakistan with foreign exchange adequate to cover some eight weeks of imports. 


Pakistan is in the process of rebuilding democratic institutions. Last 
December, the President won election to a five-year term; in February, the 
people of Pakistan chose representatives for Federal and Provincial 
Assemblies in free and fair elections. Pakistan's capable private sector 
businessmen and investors are increasingly confident about prospects for 
future political stability. The Government, for its part, has stated that 
the private sector is to serve as the engine of industrial growth and as a 
catalyst for increased agricultural productivity. 


The Government has begun to implement its policy of bringing the country's 
banking system into compliance with the Koranic prohibition on interest. 
Pakistan is proceeding cautiously in this area and has repeatedly stressed 
that the new financing modes will be applied in a flexible way and ina 
pragmatic fashion. At this point, the impact of Islamization on the 
financial system or the business community is not fully clear. 


Since 1977, Pakistan has moved to correct some of the major structural 
imbalances in its economy. Progress has been made -- as Pakistan's improved 
economic performance in recent years reflects -- but more remains to be done 
to increase domestic resource mobilization, improve public investment, 
restructure industrial and trade incentives and pricing policies, and 
strengthen institutional support in a number of such key areas as 
agriculture, energy, and industry. 


Prospects are bright for American business in Pakistan. The economic 
expansion projected for this year indicates that Pakistan will continue to 
be an expanding market for U.S. goods and services. U.S. origin products 
have always been extremely popular with Pakistani industry and consumers 
alike, and it is probable that the United States will become Pakistan's 
premier supplier in PFY 1985. The local investment climate is good, and a 
number of U.S. firms are either expanding their operations here or 
considering Pakistan as a site for upcoming new investment. 
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PART ONE: CURRENT ECONOMIC TRENDS AND OUTLOOK 


Pakistan is one of the world's poorer countries, with annual per capita 
income of approximately $330. Population, now almost 95 million, continues 
to grow at better than 3 percent per year. The relative prosperity of the 
industrialized regions around Karachi and Lahore and the rich farming areas 
of the Punjab contrast sharply with semi-arid Baluchistan and the 
mountainous North West Frontier, remote and largely rural provinces now 
accomodating a large Afghan refugee population. 


Over the past twenty years, Pakistan has experienced an uneven pattern of 
development. Rapid growth in the 1960s was followed by virtual stagnation 
under the socialistic policies of former Prime Minister Bhutto. Between 
1977 and 1983, Pakistan's economy again expanded sharply as the current 
government re-established economic stability and imposed fiscal discipline. 
Real GDP growth averaged some 6.3 percent per year, with improvement in all 
major sectors. 


The steadily improv'.ng performance of the recent past was interrupted in PFY 
1984 -- July 1, 1983 to June 30, 1984 -- primarily as the result of a 
downturn in cotton production due to drought followed by widespread pest 
infestation. A decline in emigrant workers' remittances, and a resurgence 
of inflationary pressures contributed to the economic deterioration. Not 
surprisingly, the balance of payments also suffered. Although the value of 
imports rose by 6.9 percent in dollar terms, exports increased only 1.6 
percent. Real GDP nonetheless continued to increase -- by one estimate 4.4 
percent -- a favorable result under the circumstances. 


An economic recovery is expected in PFY 1985. The Government projects a 
year of record GDP growth -- 8.4 percent -- in 1985 with agriculture growing 
at 10.2 percent and manufacturing at 9.2 percent. The unexpected shortfall 
developing in the wheat crop may lower real growth in the agricultural 
sector by as much as one percentage point, however. There is also 
considerable uncertainty regarding the balance of payments. Export receipts 


have fallen below targets and a substantial decline in remittances clouds 
the future. 


Since the 1979 Soviet invasion of neighboring Afghanistan, the Pakistan 
Government has been at the center of diplomatic efforts to persuade the 
Soviet Union to withdraw its forces from Afghanistan. It is in our interest 
to reinforce Pakistan's determination to resist Soviet political and 
military pressure, and to strengthen Pakistan's ability to give continued 
succor to more than two million Afghan refugees. The United States and 
Pakistan have as a result forged a strong bilateral partnership. We are 
also working together to promote Pakistan's economic development so that the 
Government of Pakistan will be free to focus on furthering the progress of 
political liberalization. Underpinning our bil-teral relationship is an 
important foreign assistance program valued at $3.2 billion over the six 
year period running through 1987. 





AGRICULTURE 


Agriculture is extremely important to Pakistan's economy. The sector 
employs a majority of the labor force, earns -- directly or indirectly -- 
approximately 70 percent of export revenues, and contributes 25 percent to 
GDP. Having insufficient rainfall, Pakistan relies on the world's largest 
contiguous irrigation system, fed by the Indus River and its tributaries, to 
grow cotton and a variety of grains on some 20 million hectares of extremely 
fertile, alluvial soil. The major summer (or "kharif") crops are rice, 
cotton, and sugarcane; the principal winter ("rabi") crop is wheat. Ina 
normal year, these four crops account for more than 50 percent of 
agricultural value-added. Wheat -- the staple food for the bulk of the 
population -- itself accounts for more than 20 percent of agricultural 
production. Pakistan also produces a wide variety of fruits and vegetables. 


Between 1979 and 1983, generally favorable weather combined with improved 
government agricultural policies and services led to growth in agricultural 
production averaging 4.4 percent per year. As a result, Pakistan has become 
one of Asia's few net food exporters. The country is generally considered 
self-sufficient in rice, wheat, sugar, and many minor crops, although a poor 
harvest can force Pakistan to import. Pakistan is also dependent on imports 
for approximately 75 percent of its requirements for edible oil. In PFY 
1984, agricultural production was limited by unusually bad weather. 
Agricultural value-added declined by 4.6 percent -- the worst performance in 
three decades. Because of the dominant position of the agricultural sector, 
the downturn quickly reverberated through the economy and was the principal 
reason for last year's overall poor economic performance. 


Production of three of the country's four major crops declined unexpectedly 
in PFY 1984: cotton by 39 percent, wheat by almost 12 percent, and rice by 3 
percent. Sugarcane production registered a small increase, and the 
livestock, fisheries, and forestry subsectors achieved some growth. Better 
performance in minor crops, however, was not sufficient to offset the 
effects of the disastrous cotton harvest and its downstream ramifications 
for exports and the domestic cottonseed oil and textile industries. 


The current year promises some recovery. Based on initial projections for 
the cotton, rice and wheat crops, the Government has estimated agricultural 
sector growth of 10.2 percent in PFY 1985. Production of major crops is 
projected to increase by 15 percent alone. The current cotton harvest is 
estimated at 5.7 million bales -- considerably higher than the previous 
record of 4.8 million in 1982/83. Although favorable early season weather 
and improved supplies of fertilizer and certified seed appeared to be 
leading to a record wheat crop as well, lack of rain in February and March 
has now forced the Government to lower substantially its wheat production 
estimate. Rice production has reached 3.5 million metric tons, also 
exceeding the record crop of two years ago. Sugarcane output, on the other 
hand, will be slightly down at 33.0 million metric tons. This small 
decrease in production is due to pest infestation in certain areas and a 
Slight decline in fertilizer application, which has caused yields per acre 
to decline. Production of oilseeds during 1984/85 may well reach 2.3 





million metric tons -- a 52 percent increase over last year's 1.36 million 
tons -- due by and large to the bumper cotton crop. Increased domestic 
oilseeds production will reduce somewhat Pakistan's heavy dependence on 
imported supplies of edible oil. 


The growth in output of major crops has generally been the result of 
expansion of acreage. Average yields remain low by world standards and even 
by those of progressive farmers within Pakistan. Most small farmers 
continue to employ traditional cultivation procedures; although high-yield 
seeds and fertilizers are fairly widely used, agricultural pricing policies 
and the low level of government investment in infrastructure remain 
impediments to increased productivity. The Pakistani Government is trying 
to correct some of these basic structural problems by improving the 
availability and use of modern inputs and credit; rehabilitating the aging 
irrigation system and improving water management; providing incentives to 
farmers willing to grow new high-value crops and those with major export 
potential; and strengthening extension services for small- and medium-sized 
farms. 


MANUFACTURING 


Since independence in 1947, successive governments have made attempts to 
transform Pakistan from an agrarian nation into an industrial one. A fairly 
broad industrial base has now been created, producing a wide range of 
products for a burgeoning domestic market, for further processing, or for 
the production process itself. Pakistani industry has also become 
increasingly important to the country's export and development potential. 
The industrial sector contributes approximately 21 percent to GDP, with 
large-scale manufacturing units accounting for 74 percent of this share. 
Small-scale and cottage industries, which probably employ 85 percent of the 
industrial workforce but produce about 26 percent of the value added in the 
sector, play an important role: they provide a wide range of consumer goods 
at affordable prices, rely primarily on local materials, and are widely 
dispersed geographically. Small-scale growth in PFY 1984 may have been as 
much as 8.4 percent -- higher than that for large-scale industry. The 
entire small-scale industry subsector is in private hands, and is 
concentrated in the urban areas of the Punjab and of Sind. 


Cotton textile manufacturing is Pakistan's most important industry and the 
largest single industrial employer. The relative importance of textiles has 
been declining, however, and the subsector is currently facing 
difficulties. Almost exclusively in private hands, the textile industry 
consists of both large-scale plants and many smaller-scale units and 
accounts for 17 percent of value-added in industry. Much textile capacity 
is in aging plants, which have failed to keep up with technological 
innovations in the rest of the world. Some such "sick" mills have now been 
closed, and the modernization of many existing facilities has been given 
priority as Pakistan attempts to recapture its competitive advantage in 
textiles manufacturing. Chemicals, pharmaceuticals, food processing, 
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petroleum refining, steel and steel-based industries, and machinery and 
transport equipment account for another 45 percent of industrial 


value-added, and there are also important fertilizer and cement industries 
and rubber and tire manufacturing plants. 


In the years just after independence, the Government actively encouraged the 
concentration of industrial ownership in private hands. In 1972, however, 
the Government of former Prime Minister Bhutto in a dramatic change opted 
for direct state management of industry. Many banks and large-scale 
industrial plants were nationalized, and the Government made large public 
investments in new, often capital-intensive manufacturing projects, many of 
which are only now coming on-stream. Strict controls were placed on the 
operation of those units remaining in private sector hands, and as a result, 
the share of the private sector in industrial activity declined from 90 
percent in PFY 1973 to 26 percent five years later. Private capital fled 
the country, and industrial output slowed considerably. 


President Zia's administration has reduced the Government's role. Although 
it will maintain a mixed economy, the Government has returned to reliance on 
the private sector for the task of fueling economic growth through new 
industrial investment. In July 1984, the Government issued a new Industrial 
Policy Statement, which confirms the commitment to a mixed economy with the 
private sector as the engine of growth and the public sector as the investor 
of last resort. Priority investment is sought in steel-based engineering 
industries; agricultural processing industries; manufacture of phosphatic 
fertilizer; minerals production; defense-related industries; and industries 
based on “highly sophisticated technology involving high risk and fast 
obsolescence". New public sector investment would be limited largely to 
modernization in those subsectors where it is already present; several 
public sector firms have been returned to their original owners or were 
sold. These and other government policies have made a substantial 
contribution to the recovery of the industrial sector in recent years and 
have contributed to a restoration of private sector confidence. Private 
sector firms have been reintroduced in fields that had become state 
monopolies under Bhutto, and safeguards have been established against 
further nationalizations. Investment sanctioning (approval) limits have 
been raised and procedures have been streamlined. Import liberalization 
measures have improved the availability of imported raw material and capital 
goods to the industrial sector. A wide range of incentives has been 
extended to the private sector to encourage new investment and production 
for export markets. By the end of 1983, the private sector's share of total 
manufacturing investment had reached 53 percent. 


Performance in the manufacturing sector remained strong in PFY 1984 although 
textile output, exports and public enterprise performance deteriorated 
somewhat relative to the strong growth recorded in recent years. During PFY 
1984, growth in manufacturing value-added slowed to 7.7 percent in real 
terms compared to an average of 10 percent over the previous five years. 
Industrial performance was affected by the impact of the poor cotton crop on 
the textile sector, but timely government measures, such as a raw cotton 
export ban and lifting of the surcharge on cotton imports, limited damage to 
both production and exports. Growth in fertilizer production was minimal in 
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PFY 1984 due, by and large, to large carryover stocks from the previous 
year. Production in other manufacturing subsectors recorded strong growth, 
especially cement, vegetable oil (ghee), and chemicals. Private industrial 
investment achieved record growth -- 21.2 percent in real terms -- during 
the year, most of it in large- or medium-scale industries (up 25.9 

percent). Small-scale industrial investment increased 7.3 percent, a figure 
which is probably understated due to lack of reliable information. In 
keeping with current Government policies, public investment decreased 15.1] 
percent, continuing the decline characteristic of recent years. Last year 
for the first time the increase in private investment more than offset the 
decline in public investment and industrial investment as a whole grew by 
3.2 percent. Investment approvals in PFY 1984 reached 24.7 billion rupees 
($1.83 billion), double the figure of the preceeding year and reflecting the 
continuing improvement in the climate for private investment and the 
simplification of government investment approval procedures. Current 
investment implementation rates are also increasing. 


The public manufacturing sector is important in Pakistan not so much because 
of its size -- it is estimated to account for only about 15 percent of 
industrial value-added -- but because of the dominant role it plays ina 
number of key industrial subsectors: cement, fertilizers, vegetable oil, 
chemicals, petroleum, steel, motor vehicles and heavy engineering. Although 
public enterprises lack autonomy and are burdened by inappropriate 
production structures, progress has been achieved by a new system which 
provides management with annual bonuses for improved performance. 


Performance of public sector enterprises is now substantially better than 
during the late 1970s. 


Industrial production has made important strides in PFY 1985. Although 


cotton textile production during the first six months of the current fiscal 
year decreased 6 percent over the first six month period of PFY 1984 -- due 
to the continuing effects of last year's poor cotton harvest -- full year 
production of cotton cloth is projected to increase by 13.2 percent, and of 
cotton yarn by 5.2 percent. Production of virtually all other major 
industrial products is up, some by significant amounts: chemical fertilizers 
by 9 percent, tires by 42 percent, vegetable oil (ghee) by 12 percent, 


cement by 1l percent, soda and soda ash by 62 and 28 percent respectively; 
Steel up 17 percent. 


Several distortions impede the productivity, competitiveness, and continued 
development of Pakistan's industrial sector. The Government wields 
considerable control over new investment, credit, and prices. Industry is 
also characterized by wide variations in the level of effective protection 
among different subsectors and by an incentives structure which generally 
favors production for domestic rather than foreign markets. Investment 
tends to be concentrated in protected sectors where profits are high but 
which are not always in line with Pakistan's comparative advantage. The 
high degree of protection is also an obstacle to improvements in efficiency 
and for the development of Pakistan's manufactured export potential. In 
order to increase and diversify Pakistan's export base, the government needs 
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to expose Pakistan's protected producers to greater foreign competition and 


to reduce further the anti-export bias inherent in the present incentives 
system. 


ENERGY 


Pakistan's principal commercially exploitable energy resources consist of 
hydroelectric power and natural gas, followed by oil and coal. The country 
also has non-traditional (solar, wind, and biomass) energy resources. As 
most of the country's energy resources are yet to be fully exploited, the 
prospects for development of domestic energy are considerable. It is 
nonetheless likely that in spite of current and continuing government 
efforts, the gap between energy supply and demand will continue to widen 
during the remainder of the 1980s, constraining economic development. Total 
energy consumption in PFY 1984 was about 25 million tons of fuel oil 
equivalent, of which two-thirds was met by commercial energy sources and the 
remainder by non-conventional domestic resources. Pakistan depended on 
imported energy resources -- mostly crude oil, product, and some coal -- for 
36 percent of total commercial energy supply last year. 


Natural gas is Pakistan's main commercially exploitable energy resource and 
presently accounts for 36 percent of commercial energy supply. Production 
in 1984 was approximately 21,000 tons per day of oil equivalent. Total 
remaining reserves are estimated to be about 15.3 trillion cubic feet. 
Although the prospects for increasing gas reserves are good from a 
geological point of view, this would require the implementation of an 
expanded exploration program and increased investment in existing fields. 
The Government's present gas producer pricing policy for new discoveries has 
not provided incentives to attract private sector exploration and 
development. Until recently, the Government's policy was to keep prices low 
to encourage the substitution of domestic gas for imported oil, thereby 
cushioning the economy from the effects of rising world oil prices. Asa 
result, prices of natural gas -- and electricity -- were maintained well 
below their economic cost. Supported by a World Bank energy sector loan 
under negotiation, the Government is considering an increase in the price 
for discoveries of gas in new concessions. This could help attract new 
ventures in gas exploration. In the absence of substantial new gas 


discoveries, however, serious gas shortages are likely to occur through the 
remainder of the decade. 


Crude oil and petroleum products meet 37.7 percent of Pakistan's energy 
requirements. About 90,000 barrels per day of crude and 30,000 barrels of 
product was imported at at a cost of $1.5 billion in PFY 1984, equivalent to 
25 percent of total imports and 56 percent of total export earnings. Recent 
domestic discoveries of oil are encouraging. With five private oil 
companies and Pakistan's own public-sector Oil and Gas Development 
Corporation (OGDC) engaged in petroleum exploration and development, a 
record number of 39 wells were drilled, resulting in the discovery of four 
new oil fields (Laghari and Tajedi by Union Texas, Dhurnal by Occidental, 
and Tando Alam by OGDC). As a result, oil production increased from 13,000 
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barrels a day in July 1983 to 28,000 barrels by the end of 1984. A new 
Union Texas discovery at Dhabi in southeastern Sind, and additional reserves 
found by Occidental at Dhurnal, west of Rawalpindi, indicate that domestic 
production could be even higher by 1986. The Dhurnal discovery alone over 
time is expected to save Pakistan some $200 million in imports per year at 
today's prices, reducing total oil and product import volume to 
approximately 90,000 barrels per day. U.S. and Canadian firms are currently 
negotiating offshore concessions with the Government. Nonetheless, while 
both private and public sector drilling is increasing, most private 
companies are reluctant to explore for oil in gas-prone areas because of the 
inadequate price for gas noted above. 


Pakistan's hydropower potential is estimated at 30,000 megawatts; present 
capacity is only 2,550 MW or 8.5 percent of realizable potential. Hydro 
provides 18.8 percent of Pakistan's energy needs, with plants last year 
generating about 12,800 kwh of electricity. Power generation in Pakistan 
relies heavily on hydro, but when water flow is curtailed during the low 
water period in the northern reservoirs, oil- or gas-fired thermal power 
generation is stepped up to fill the gap. The development of generation 
capacity has not kept up with demand and the shortfall has increased in 
recent years, leading to load shedding (power cutbacks and blackouts) in 
Many parts of the country. 


Pakistan's coal production has expanded less rapidly than other sources of 
energy and currently supplies a lower proportion of total domestic energy - 
6.7 percent -- than it did twenty years ago. Coal reserves are estimated at 
1.18 billion tons; production of 1.4 million tons of coal annually for 


domestic power generation is a major project to be financed by various 
donors at Lakhra and Jamshoro in northern Sind. 


In addition to increases in energy prices, the Government has taken a number 
of measures designed to promote energy conservation, to restructure 
Pakistan's energy sector, to accelerate the development of domestic energy 
resources, to rationalize energy prices and improve policy formulation and 
energy planning capabilites. It is nonetheless likely that energy shortages 
and blackouts will persist through the late 1980s. 


PUBLIC FINANCE, MONEY AND PRICES 


A striking feature of Pakistan's improved economic performance over the last 
five years has been the low growth of investment, especially in the public 
sector, suggesting that the rapid increases in output have been achieved in 
part by running down the country's capital base. To sustain growth over the 
long run, major investment -- both by the private sector and the government 
-- must be undertaken to upgrade existing facilities and expand 
infrastructure development in key sectors. Unfortunately, sources of 
financing have failed to keep pace with needs, and unless government efforts 
to mobilize national savings are improved in the near term, sufficient 
resources will not be available for necessary public investment. 





Government mobilization of domestic resources has traditionally been weak. 
A major constraint in this regard has been the Government's inability either 
to tax Pakistan's agricultural sector or to institute reforms which might 
control widespread tax evasion. Although the Government has long discussed 
the need to reform the tax system to increase the coverage of taxation on 
domestic output, no concrete steps have yet been taken. The ratio of tax 
collections to GDP has always been low -- 15 percent -- as compared to many 
other countries, and the low tax base has traditionally limited Government 
spending. Indirect taxes are the principal source of revenue; taxes on 
foreign trade accounted for 43 percent of total taxes in PFY 1984. Excise 
taxes were the next most important tax. Direct taxes on individuals and 
business supplied only 17 percent of total tax revenue in PFY 1984. 


The Government's most important source for development financing is national 
savings deposits schemes. These high-return borrowings, especially bearer 
or "prize" bonds, have allowed the government to mobilize resources from 
private savings. The net flow of resources into these schemes is expected 
to fund 45 percent of total development expenditures in PFY 1985. These 
savings plans have attracted substantial resources which might not otherwise 
have been available to the formal sector. To this extent, the savings plans 
have not diverted funds from private sector investment. However, continued 
or growing Government reliance on private savings to finance public 
expenditure may crowd out private sector expansion as well as raising the 
government's debt-service obligations. 


Pakistan's budgetary policies continue to be prudent. The budget for PFY 


1985 projects a significant slowdown in the growth of both current revenue 
and expenditure. Real spending on social and economic services is expected 
to remain constant in 1985, thus failing to address pressing social needs. 
After falling in real terms in PFY 1984, development expenditures should 
expand moderately in real terms provided there are no shortfalls in 
financing. High spending on defense -- due in large part to the Soviet 
invasion of bordering Afghanistan -- and large debt service obligations 
absorb slightly more than half of the current budget. Government spending 
on subsidies, which increased 56 percent last year largely due to the 
decision to subsidize edible oil, are projected to decline by 25 percent in 
PFY 1985. The Government's development plans focus on agriculture, energy, 
health and education, with additional emphasis on reducing the disparities 
between the more and the less developed areas of the country. In order to 
safeguard the development priorities in the wake of resource shortfalls 
expected during the current Sixth Five-Year Plan, the Government has 
announced the reintroduction of "three-year rolling plans" based on a more 
realistic assessment of resource availability and core investment in key 
sectors. By protecting priority investments, the effectiveness of the 
public investment program will be enhanced considerably as resources fall 
short of planned targets. 


The inflation rate, which had been declining since 1981, turned up last 
year. Excess liquidity which had built up during the previous year through 
an inflow of foreign exchange, increases in certain world commodity prices, 
and the downturn in domestic agricultural production contributed to a 
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inflation rate of 8.4 percent for consumer and 10.5 percent for wholesale 
prices. The GDP deflator reached 9 percent as opposed to 7.5 percent in PFY 
1983. During the first half of 1984, inflation was at the double-digit 
level. In a successful bid to slow monetary expansion, the Government in 
mid 1984 tightened credit controls to mop up excess liquidity. The result 
was monetary growth last year of only 11.3 percent compared to 28.6 percent 
the year before. Last year's drawdown of foreign exchange reserves and 
lower government commodity financing requirements due to the poor harvests 
also had a strong contractionary effect on the money supply. This enabled 
the government to increase credit to the private sector by 24 percent while 
maintaining the rate of monetary expansion to below that of nominal GDP. 
Provided agricultural production targets are met, the Government's PFY 1985 
inflation target of 7.0 percent appears reasonable. 


The Government has moved to facilitate the availablility of credit for 
domestic investors. The State Bank of Pakistan relies on direct measures -- 
primarily an annual credit plan -- rather than on interest rates to allocate 
credit. Interest rates in Pakistan have historically been skewed in that 
they rise for long-term deposits and fall for long-term loans. Such 
crossing rates disadvantage long-term lending. Gross fixed investment 
increased by 6.5 percent in real terms in PFY 1984, with the private sector 
expanding by 11.5 percent and the public sector by 3.8 percent. Total gross 
domestic investment increased by only 3.4 percent in PFY 1984, largely 
because of a decrease in inventories. Increases in private investment have 
not been sufficient to offset the slow crowth in public investment and 
improve overall investment rates. National savings deteriorated in PFY 1984 
because of a fall in private savings. The transport, communications, 
large-scale manufacturing, and housing sectors experienced rapid investment 
growth in the private sector, but other sectors experienced low or even 
negative growth in PFY 1984. 


BALANCE OF PAYMENTS 


Pakistan's balance of payments deteriorated in PFY 1984 compared to the 
marked improvement registered the year before. Lower than expected growth 
in exports and a slight decline in remittance receipts were the principal 
contributing factors. The trade deficit worsened by 11.5 percent, and when 
added to a remittance decline of 5.2 percent or $149 million, last year's 
current account deficit increased from $554 million to $1,028 million. With 
capital flows also falling, a drawdown of $113 million in reserves was 
necessary to finance the deficit. Gross official reserves on June 30, 1984 
were $1.731 billion, or just over three months of imports. 


Last year, sharp increases were recorded in edible oil and tea imports due 
to rising world prices, although the volume of edible oil imports rose as 
well because of the lower domestic production of cottonseed oil. Exports, 
on the other hand, increased only 1.6 percent in dollar value over the 
preceding year. Much of the slowdown in export growth was a result of the 
poor cotton crop. Raw cotton exports, which in 1983 accounted for 12 
percent of total exports, decreasd by 61.5 percent in volume and 57 percent 
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in value terms. The shortfall in cotton also affected cotton yarn exports, 
which fell 24 percent in volume. Some exports, on the other hand, 
registered strong growth last year, but not enough to make up the 
difference. Carpets, leather and fish products did particularly well. The 
most recent Government estimates for PFY 1985 indicate a further and sharper 
deterioration in the balance of payments, with the current account deficit 
increasing by 55 percent and a projected drawdown of $708 million in foreign 
exchange reserves. This drawdown would leave Pakistan with approximately 
one billion dollars in foreign exchange, or enough to cover 8.5 weeks of 
imports at the current rate. The drop in remittances revenues -- which is 
now estimated at $2.47 billion compared to $2.74 billion last year -- is the 
Single most important reason for the deterioration. Export earnings for the 
first seven months of the current year are 11.5 percent below last year's 
level. Falling world prices for both cotton and rice are frustrating 
Pakistan's efforts to market this year's record harvests, and increasing 
protectionism abroad is cutting into growth targets for textile exports. A 
reduction of almost $50 million in projected gross official aid 
disbursements, growing debt service obligations on the country's large 
outstanding international civil debt -- estimated at $13 billion -- first 
time repayments for FMS credits extended under the US Security Assistance 
Program, and larger net IMF repayments complete the picture. 


ISLAMIZATION 


In its desire to bring the domestic banking and financial system into line 
with Islamic precepts, the Government of Pakistan has announced steps to 


eliminate the concept of interest from all domestic financial transactions 
by July 1, 1985. All foreign exchange transactions within the country and 
financial obligations incurred by the Government or private citizens outside 
the country will continue to be on an interest-bearing or paying basis. The 
process began on January 1, 1985, when new financing provided by domestic 
banks to the federal and provincial Governments and to publicly held 
corporations was to be extended in accordance with one of several 
interest-free modes of financing approved by the State Bank. The process 
will, at least in theory, be complete on July 1, 1985, when banks may no 
longer accept interest-bearing deposits. Among the most important of the 
permissible Islamic modes of financing are (1) mark-up (in which a financial 
institution sells a good or a service at a price over original cost); (2) 
leasing operations; (3) musharika (in which the lender takes part of the 
financial risk and shares a predetermined percentage of the return on the 
promoter's investment); (4) modaraba (in which funds are raised directly 
from the public as a fixed term debenture but with dividends varying with 


the profitability of the borrower); and (5) participation term certificates 
(another form of Islamic debenture). 


The underlying principle of an Islamic financial system is that the lender 
is entitled to a reasonable share of the profits from any undertaking, but 
the lender must also share in any losses that might arise. The concept 
being eliminated is that of "riba" -- which has been interpreted by Islamic 
scholars to mean a fixed or pre-determined charge for borrowing or lending 
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money. In order to assure the smooth transition from an interest-based 
financial system to a purely Islamic one, the Government is determined to 
move slowly in order not to upset the economic fabric of the country. 


Islamization may nonetheless have serious consequences for the capacity of 
the Government to mobilize domestic resources. The instruments for doing so 
without offering interest to private savers have not yet been devised, and 
in spite of the mandated schedule, the Government continues to issue 
interest-bearing instruments to finance some of its budget operations. 

Steps have been taken to minimize disruption to the business sector. A new 
circuit of commercial courts is being established to hear default cases and, 
if need be, to provide monetary remedies to banks which are prohibited from 
assessing additional finance charges for late repayments. Other 
modifications have been made in corporate and banking law to safeguard the 
Management autonomy and interests of firms which, in order to obtain loans, 
must enter into a limited partnership with the lender. 


At this writing, the new system has been operating for only three months. 
United States banks operating in Pakistan, while somewhat restricted by U.S. 
banking law regarding the types of operations they may conduct under Islamic 
banking, believe that they can continue to be profitable under an Islamic 
system. 


PART TWO: IMPLICATIONS FOR THE UNITED STATES 


Although some elements of Pakistan's economy -- the balance of payments in 
particular -- are under strain in PFY 85, the economy is basically healthy. 
The Government's projection of 8.4 percent growth in GDP this year -- 
including growth of 9.2 percent in the manufacturing sector -- would 
indicate that Pakistan will remain an expanding market for imported 
machinery, industrial raw materials, and consumer goods. The Government is 
seeking to ensure that the Islamization of the banking system is not 
disruptive to business; the actual impact on foreign nationals doing 
business with and in Pakistan should be clearer by summer 1985. Foreign 
currency holdings will in any case be exempted from the provisions 
prohibiting payment of interest. 


Pakistan is the recipient of large amounts of U.S. economic and military 
assistance. Our aid program provides opportunities for sales of U.S. 
Manufactures and services. The $3.2 billion, six-year package is divided 
roughly equally between economic and military aid. The $1.625 billion in 
economic aid (two-thirds grant and one-third concessional loans) takes a 
development-oriented approach with emphasis on providing balance of payments 
support. This is reflected in the considerable commodity component -- to 
finance U.S. imports of PL-480 edible oil, phosphatic fertilizer, 
agricultural equipment, insecticides and contraceptives. The focus of the 
projects corresponds with the Government's priority on development of the 
agriculture, energy and social services sectors. The military assistance 
package is composed of $1.575 billion in Foreign Military Sales (FMS) 
guaranteed credits to be extended over five years beginning in PFY 83. 
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As noted above, the Government of Pakistan spends a considerable percentage 
of its budget on defense. The Pakistani armed services are familiar with 
U.S. military equipment. In addition to purchases under FMS, there are 
opportunities for American companies to sell for cash defense and 
defense-related equipment -- including, for example, road-building and 
transport equipment, communication systems, radars, and bridges. There is an 
expanding market for other U.S. goods and services, which have always been 
extremely popular in Pakistan. Despite a strong dollar, the U.S. was 
Pakistan's second-largest supplier in 1984 with a market share of 1l 
percent. It is probable that the U.S. will move to first place in PFY 
1985. American exporters can successfully exploit their advantages in this 
expanding market by taking a more personalized approach in handling trade 
and investment inquiries, by making personal visits, and by giving greater 
Support to their local agents or distributors. The U.S. has been a major 
supplier of agricultural products, especially wheat, edible oil, and 
tallow. Other major exports have been chemicals, fertilizers, industrial 
raw materials, machinery and transport equipment. Although increased 
domestic production of wheat and urea fertilizer has largely eliminated the 
need for fertilizer imports, new prospects for U.S. exports are arising as 
Pakistan seeks to develop its infrastructure and to foster import 
substitution and export-oriented industries. Good opportunities exist for 
sales of agricultural machinery and implements, vegetable oil, tallow, 
soybean meal, phosphatic fertilizer, food processing and packaging 
equipment, chemical and petrochemical industry equipment, railroad 
equipment, electric power generation, transmission and distribution 
equipment, textile and leather machinery and equipment, telecommunications 
equipment, oil and gas field machinery, process control instrumentations, 
mining and extraction machinery, earthmoving and construction machinery, 
electronic industry production and testing equipment, analytical and 
scientific instruments, motor vehicles and equipment, hospital and health 
care industry equipment, computers and peripheral equipment including 
mini-computers and word processors. Services are another area of good 
opportunity for American firms, including airport construction, energy, 
communications and transportation project design, and engineering. 


In spite of the numerous opportunities listed above, Pakistan's restrictive 
import policies on many product categories and high tariffs and taxes as 
well as limits on technical assistance fees and royalty payments can impede 
successful large-scale market penetration and competitiveness for certain 
U.S. products and exporters. U.S. firms interested in a substantial market 
share should consider local direct investment or joint venture partnership. 
The Government of Pakistan welcomes foreign private investment especially in 
industrial projects involving advanced technology and heavy capital outlays 
like engineering, basic chemicals, petrochemicals, electronics and other 
capital goods industries. Foreign investment in agroindustry is also 
sought, but new investment in some service areas -- especially insurance, 
banking, and consulting -- is discouraged. An export processing zone (EPZ) 
has been set up in Karachi to attract foreign investment in export-oriented 
industries. The concessions and facilities offered by the EPZ include duty 
free import and export of goods and tax exemption. To date, 45 foreign 
firms have received approval for $272 million worth of investment in the 





zone. The main elements of the July 1984 Industrial Policy Statement are: 
(1) reform of the tariff structure and the continuation of an appropriate 
foreign exchange rate policy to strengthen the competitiveness of Pakistani 
industry; (2) simplification of government approval process for investment 
projects and an increase in investment sanctioning limits; (3) specific 
incentives to encourage domestic and foreign private investment through 
fiscal and tariff measures; (4) easier access to investment credit and 
foreign credit in particular; (5) encouragement of industrial estates to 
relieve infrastructure shortages and to promote new investment in an effort 
to reduce regional economic disparities; (6) continuation of the system 
which provides monetary rewards to managers for the improved efficiency of 
public manufacturing enterprises. 


The Government particularly encourages foreign private investment in the 
form of joint equity participation with local investors. In reviewing 
project proposals for joint ventures, the Government of Pakistan seeks to 
authorize projects which: (a) serve overall national objectives; (b) 
contribute to the development of capital, technical, and managerial 
know-how; (c) lead to the discovery, mobilization, or better utilization of 
national resources; (d) strengthen the balance of payments; and (e) result 
in substantially increased employment opportunities in Pakistan. There is 
no shortage of Pakistani companies interested in forming a joint venture 
with an American partner, but it does behoove the American investor to 
excercise caution in his choice of a joint venture partner. 


The Foreign Private Investment (Promotion and Protection) Act of 1976 
provides security against expropriation and adequate compensation for 
acquisitions. The Act also guarantees to foreign investors the right to 
repatriate funds up to the amount of the original investment, profits, and 


any additional amount resulting from re-invested profits or appreciation of 
the capital investment. Foreign nationals employed in industrial 
undertakings having foreign private investment may make remittances of their 
monthly salaries or (at the end of their tenure) of their accrued savings. 
National treatment with respect to laws, rules and regulations relating to 
importation and exportation of goods is provided. In addition, the 
U.S.-Pakistan Treaty of Friendship and Commerce provides for national 
treatment of U.S. businessmen in other areas. Also in force between the 
United States and Pakistan is a treaty which provides for the avoidance of 
double taxation. 


At present, U.S. investment in Pakistan -- which is estimated at $109 
million -- is concentrated in fertilizer and pharmaceuticals. Several 
American multinationals operating here have recently expanded their 
investment or are in the process of doing so. Other major U.S. firms are in 
the process of negotiating new investment approvals either as the result of 
in-house studies or the 1983 OPIC Investment Mission. Good opportunities 
exist for joint ventures between U.S. and Pakistani firms, especially in the 
manufacture of surgical equipment, sporting goods, chemicals, automobile 
parts, and in fisheries, mining, and the livestock/dairy industry. U.S. 
companies are involved in oil exploration and production in Pakistan; others 
have shown interest in both onshore and offshore concessions. Four major 
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American banks have branches in Karachi, Lahore, and Islamabad/Rawalpindi. 
Pakistan also looks to the United States as an important export market. 
American retailers find Pakistani textiles, apparel, sporting goods, and 
leather products particularly attractive. Import quotas exist, however: 
bilateral trade in textiles is governed by the current Pakistan-U.S. Textile 
Agreement which was signed in 1983. The United States Department of State 
and the Department of Commerce's Foreign Commercial Service maintain four 
posts in Pakistan, any of which can provide more details on the local 
economic, business or investment climate at any given time. Visiting 
businessmen are particularly welcome at the offices of the American 
Consulate General, located at 8, Abdullah Haroon Road in Karachi, Pakistan's 
commercial and financial capital. The Consulate General telephone is 
515081, telex 82-02-611. Business visitors are also welcome at the American 
Embassy, Diplomatic Enclave, Islamabad, telephone 826161, telex 952-005-864; 
at the American Consulate General in Lahore at 50 Zafar Ali Road, Gulberg V, 
telephone 870221; or at the American Consulate in Peshawar at 11 Hospital 
Road, telephone 73405. Please note that the workweek in Pakistan begins on 
Sunday. The weekend is Friday and Saturday. 
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Wouldn’t it be nice to have a 
Washington staff to keep you 
up-to-date on all you need to 
know to steer your exporting 
business on the fast track to 
success? 

Have the next best thing. Have 
BUSINESS AMERICA, our 
biweekly business magazine 
designed especially for firms like 
yours—American exporters who 


want to grow, and American 
businesses ready to enter the 
lucrative world of exporting. 
BUSINESS AMERICA is 
more than a magazine. It’s 
virtually an exporter’s service. 
We give you country-by-coun- 
try marketing reports, incisive 
economic analysis, worldwide 
trade leads, advance notice of 
planned exhibitions of U.S. prod- 
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ucts worldwide, and success sto- 
ries of firms like yours. We'll 
keep you posted on what’s hap- 
pening in government and on 
Capito! Hill that could affect 
your business and your profits. 
A subscription to BUSINESS 
AMERICA will put our export- 
ing experts at your fingertips— 
we give the phone numbers of 
our authors in every issue so you 


Mail to: Superintendent of Documents, U.S. Government Printing Office, 
Washington, D.C. 20402 
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I want to put BUSINESS AMERICA to work for me. Send me the 
next 26 issues (one year) for only $57 ($71.25 foreign). 
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can call with your specific ques- 
tions, and get the answers you 
need to make savvy exporting 
decisions. 


Put BUSINESS AMERICA to 
work for you. Use the order form 


below to start your subscription 
today. 


U.S. DEPARTMENT OF COMMERCE 
International Trade Administration 
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Here’s my check made out to the Super- 
intendent of Documents. 


A Charge my VISA or MasterCard No. 
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You might be, if you don’t have current, up-to-date in- 
ARE formation on the countries to which you are marketing. 


Overseas Business Reports and Foreign Economic 
YOU Trends and their Implications for the United States 
offer country-by-country reports with the information 
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investment conditions and opportunities. They'll bring 
you the latest marketing information on countries offering 
good potential as sales outlets for U.S. goods. You'll find 
information on: 


@ trade patterns @ transportation 

@ industry trends @ trade regulations 

@ distribution channels © market prospects for 

@ natural resources selected U.S. products 

@ population @ finances and the 
economy 


The OBR World Trade Outlook Series gives you a 


twice-a-year analysis of U.S. export prospects to all 
major trading companies. 


Foreign Economic Trends and their 
Implications for the United States 


focus closely on current economic developments and 
trends in more than 100 countries. This series is essential 
for analyzing new elements and trends to help you plan 
and evaluate your commercial or investment programs 
overseas. Each report: 
@ is prepared on the scene by U.S. Foreign Service 
and Foreign Commercial Service experts 
@ pinpoints the economic and financial conditions of 
the country, and how they could affect U.S. 
overseas business 
@ describes the principal influence of current condi- 
tions and future trends on the economy 


Use the order form below to start your subscription to 
both series today. 
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